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RECAP — HKEX STRATEGIES IN FIC

CASH MARKET

Onshore bonds / repos) Market access via Hong
Kong

Market access via Hong
Kong Offshore bonds / repos)

Risk management

v
EXCHANGE-TRADED DERIVATIVES

USD/CNH Futures )

Mainland liquidity International liquidity

Participation New FX Products )

New Rates Products )

g

Capital efficiency
OTC CLEARING

CNY NDF & IRS )

Participation New FX Products )

Cross-currency swaps )

Onshore Access with Full Suite of FIC Derivatives on China Underlying




ROLES OF LISTED RMB PRODUCTS

Issues with RMB OTC Derivatives Trading RMB Listed Derivatives

HKEX acts as a central clearing counterparty

Bi-lateral only and no central clearing on both sides of the transaction

Credit and Need to negotiate credit lines and

Collateral collateral arrangements with banks MENEliHoEEEe i SEEEE Cesl Coll ETE/E!

RMB is not a CLS-eligible currency,
therefore cannot utilise the CLS system
for position netting

$ A 4

Less capital efficiency Enhanced capital efficiency

Settlement
Risk

Position netting is available for
exchange traded derivatives

Lo Cgpital
Efficiency

6
x CLS: Continuous Linked Settlement System




BUILDING OUT AN END-USER DRIVEN RMB FUTURES MARKET

Market Player Breakdown

USD/CNH Futures: World’s Most Liquid

ADV (Notional value)

US$313mn
2016 YOY
US$106mn
US$83mn
US$57mn
US$29mn .
r - T T T T 1
2012 2013 2014 2015 2016 Q1

Source: HKEX

2016 Records

Turnover of US$771mn on 11 Feb, 2 All-Time High
Open Interest record of US$3.2bn on 5 Feb
3 Straight Months of Record ADV — Dec15, Janl16 & Febl16

AHFT All-Time Record (US$131mn) on 11 Feb

Market
Makers
32%

Source: HKEX, 2015
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Retails

Hedge
Funds
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Mutual
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Asset
Managers

Non
Market
Makers
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Large
Corporate




NEW CASH-SETTLED
RMB CURRENCY FUTURES
(LAUNCH ON 30 MAY 2016)
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PBOC’s NEW FX REGIME — WITH REFERENCE TO A BASKET OF CURRENCIES
Moving Away From Bilaterally Fixating To USD/CNY

New Managed Float Framew_ork across Divergence from USD Movement
a Basket of Currencies

* On 11 Dec 2015, PBOC introduced a RMB trade-weighted « CFETS RMB TWI and US dollar index (DXY) started to
index (TWI), published by CFETS & covers 13 currencies diverge in August 2015, with annualised correlation down

to less than 20% lately
+ Consistent with PBOC’s managed floating FX framework based

on market supply and demand factors with reference to a *  Such decoupling is in line with the PBOC’s intention to de-
basket of currencies link the CNY TWI from movements in the USD

CFETS RMB TWI vs DXY

CNY Against Weighting

1 usD N 26.4% 108

2 EUR N 21.4% 106

3 Jpy 14.7% 104

4 HkD N 6.6% 102 -

5 Aub M 6.3% 100

6 MYR B 4.7% 98 -

7 RuB N 4.4% %

s cBPp B 3.9% %4

9 scb B 3.8% 92

10THB B 3.3% %0

11 cap N 2.5%

12 cHF | 1.5% _

13 NZD | 0.7% —CFETS RMB TWI (LHS) =——DXY (LHS) Correlation (1Y, RHS)
Source: CFETS, as of December 2015 Source: CFETS, Bloomberg
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CASE IN POINT

Although recently stabilising against USD, RMB actually weakened against a basket of currencies

—USD/CNH Spot Rate (LHS) —CFETS RMB Trade-Weighted Index (RHS)
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Source: Bloomberg
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CONTRACT DESIGN

Contract Size

Price Quotation

Tick Value
Settlement
Methodology
Contract Months

Reference Benchmark

Minimum Fluctuation

Trading Hours
Last Trading Day

(1) EUR/CNH Futures (2) JPY/CNH Futures (3) AUD/CNH Futures (4) CNH/USD Futures

EUR50K JPY6,000K AUDS8OK RMB300K

RMB per EUR RMB per 100 JPY RMB per AUD USD per 10 RMB
(e.g. 6.8028) (e.g. 5.5923) (e.g. 4.6942) (e.g. 1.5288)

RMB5 RMB6 RMBS USD3

Cash settled in RMB Cash settled in USD
4 contract months (Spot, next and first two quarter months) 8 contract months
A cross rate calculated from WM/Reuters Intraday Spot Rates and TMA CNH TMA Fixing

Fixing at 11:00am

RMB 0.0001 (4 decimal places) USD 0.0001

9:00am to 4:15pm (T session) and 5:00pm to 11:45pm (T+1 session)

Two Hong Kong Business Days prior to the third (3rd) Wednesday of the Contract Month

~
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EMERGENCE OF NEW RMB CROSSES

EUR/CNH JPY/CNH

v' EU largest trade partner to China; China 2nd largest v" World’s 3rd most traded currency
trade partner to EU

v Divergence between fiscal / monetary policy of US &
Europe

v" Risk management against European Central Bank
policies

AUD/CNH CNH/USD (i.e. inverse style)

v' Australia emerged as one of China’s largest trade Margining & settlement in USD
partners in commodities

v Pair trading on precious metals
v" Risk management against Bank of Japan policies

v

v' Cash settlement reduces operational burden
4 AUD offers diversification benefits through its Strong v Smaller notional for retail par'nc'pat'on

v

ISz Celiieiel 7 [l Trading opportunities with existing USD/CNH futures

v" Risk management against Reserve Bank of Australia
policies

l Source: central banks and governments 12



OPPORTUNITIES UNDER “ASYNCHRONOUS” MONETARY POLICY
AMONG CENTRAL BANKS

« The IMF highlighted the “asynchronous” monetary policies of central banks as a major risk to the global economy
« While the US is on a tightening cycle, Europe, Japan and Australia are easing monetary conditions at different pace

« Risk management needs driven by higher movements and volatility of RMB against EUR, JPY and AUD

FX Movement (Rebased on 11 August 2015) FX Volatility (3M Implied, %)

——USD/CNH ——EUR/CNH ~JPY/CNH ——AUD/CNH
1.2 ~ 18 -
1.15 - 16 1
14 -
1.1 - 12
10 -
1.05 ~
8
1 6
4 .
0.95 A
2 .
0.9 T T T T O T T T T
Aug-15 Oct-15 Dec-15 Feb-16 Apr-16 Aug-15 Oct-15 Dec-15 Feb-16 Apr-16

l Source: Christine Lagarde Speech, February 2016; Bloomberg 13



USD/CNH

MARKET DYNAMICS: USD/CNH

RMB’s decoupling from USD has pushed up USD/CNH volatility to a level never seen before
The USD has depreciated against CNH by 1.7% in Q1 2016

. Lo Left tail events of FX can have devastating effects on RMB-
Near-term FX levels mostly driven by relative interest rates :
related investment performance

RMB per USD
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The FX volatility has increased recently and reminded us

of the need for sound risk management

13.0%
11.0%
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Source: Bloomberg, March 2016 14

*DEFINING THE FX RADAR: We selected a number of factors that drive RMB currency pairs, including carry (yield spread), risk (volatility), valuation (terms of trade), fundamentals (trade balance), sentiment
(risk reversal), and momentum (three-month return). Factor values were normalized based on the most recent one-year data and plotted on our FX radar graph. For example, a factor value of 1 for “carry”
indicates that the current yield spread is one standard deviation above its mean over the past year. The red dotted line represents the prevailing factor dynamics of the specific RMB FX pair



EUR/CNH

MARKET DYNAMICS: EUR/CNH

European Central Bank's negative rates policy pushed up EUR/CNH volatility to a level last
seen in 2011. The EUR has appreciated against CNH by 2.4% in Q1 2016

. Lo Left tail events of FX can have devastating effects on RMB-
Near-term FX levels mostly driven by relative interest rates :
related investment performance

RMB per EUR 18%
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The FX volatility has increased recently and reminded us

of the need for sound risk management
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*DEFINING THE FX RADAR: We selected a number of factors that drive RMB currency pairs, including carry (yield spread), risk (volatility), valuation (terms of trade), fundamentals (trade balance), sentiment

(risk reversal), and momentum (three-month return). Factor values were normalized based on the most recent one-year data and plotted on our FX radar graph. For example, a factor value of 1 for “carry”

indicates that the current yield spread is one standard deviation above its mean over the past year. The red dotted line represents the prevailing factor dynamics of the specific RMB FX pair



JPY/CNH

MARKET DYNAMICS: JPY/CNH

Despite the Bank of Japan QE and negative rates policies, the JPY has appreciated against
CNH by 5.2% in Q1 2016

. Lo Left tail events of FX can have devastating effects on RMB-
Near-term FX levels mostly driven by relative interest rates :
related investment performance

RMB per 100JPY
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The FX volatility has increased recently and reminded us

of the need for sound risk management
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*DEFINING THE FX RADAR: We selected a number of factors that drive RMB currency pairs, including carry (yield spread), risk (volatility), valuation (terms of trade), fundamentals (trade balance), sentiment

(risk reversal), and momentum (three-month return). Factor values were normalized based on the most recent one-year data and plotted on our FX radar graph. For example, a factor value of 1 for “carry”

indicates that the current yield spread is one standard deviation above its mean over the past year. The red dotted line represents the prevailing factor dynamics of the specific RMB FX pair



MARKET DYNAMICS: AUD/CNH

AUD/CNH

Although the loose monetary policy by Reserve Bank of Australia has pushed for a weaker
currency, AUD has appreciated against the CNH by 3.1% in Q1 this year

Near-term FX levels mostly driven by relative interest rates

RMB per AUD
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The FX volatility has increased recently and reminded us

of the need for sound risk management
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Left tail events of FX can have devastating effects on RMB-
related investment performance

On October 27, 2011,
CNH depreciated
against AUD by 3.2%

Source: Bloomberg, March 2016

*DEFINING THE FX RADAR: We selected a number of factors that drive RMB currency pairs, including carry (yield spread), risk (volatility), valuation (terms of trade), fundamentals (trade balance), sentiment
(risk reversal), and momentum (three-month return). Factor values were normalized based on the most recent one-year data and plotted on our FX radar graph. For example, a factor value of 1 for “carry”
indicates that the current yield spread is one standard deviation above its mean over the past year. The red dotted line represents the prevailing factor dynamics of the specific RMB FX pair
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NEW CONTRACT FEATURES

Cost Saving

Price
Transparency

Leverage

Block Trade

No Levy for All Currency Futures

No Exchange Fee for the First 6 Months

Real-time prices available on HKEX website and other popular
information vendors

Margin basis; Around 2-3% of notional amount

Liquidity Providers to Facilitate Large Size Quotation
(Min. Size: c.US$2.5million)

No Bilateral Credit Line Required

18



X

COMPARISON BETWEEN USD/CNH FUTURES AND PROPOSED NEW PAIRS

Product USD/CNH Currency Futures New RMB Pairs
EUR/CNH
. JPY/CNH
Underlying USD/CNH AUD/CNH
CNH/USD
Contract Size US$100,000 Half — Around US$50,000

Settlement Method

Physically-settled (USD vs. RMB)

Cash-settled

Last Trading Day (LTD)
Final Settlement Day
(FSD)

LTD: Usually 39 Monday
FSD: Usually 3@ Wednesday (T+2)

LTD*: Usually 39 Monday
FSD*: Usually 3@ Tuesday (T+1)

*LTD: Two Hong Kong Business Days prior to the third (3rd) Wednesday of the Contract Month
FSD: The first Hong Kong Business Day after the Last Trading Day

19



COMPARISON BETWEEN USD/CNH FUTURES AND PROPOSED NEW PAIRS

USD/CNH Currency Futures CNH/USD Currency Futures

RMB per 1 USD

1 Quotation (e.g. RMB 6.6233 per USD)

Trading and Margin

2 Currency RMB

3 Contract size USD 100,000

4 Settlement Method Physically settled (USD vs RMB)
T T e —

. d
(FSD) FSD: Usually 3"“ Wednesday (T+2)

USD per 10 RMB
(e.g. USD 1.2888 per 10 RMB)

USD

RMB 300,000

Cash-settled in USD

LTD*: Usually 39 Monday
FSD*: Usually 3 Tuesday (T+1)

*LTD: Two Hong Kong Business Days prior to the third (3rd) Wednesday of the Contract Month
FSD: The first Hong Kong Business Day after the Last Trading Day

20



SIMULATED PRICE DATA - FOR REFERENCE ONLY

USD/CNH Futures EUR/CNH Futures JPY/CNH Futures AUD/CNH Futures CNH/USD
Futures

Spot Price

Simulated Jun-16
Futures Price

Simulated Sep-16
Futures Price

Simulated Dec-16
Futures Price

As of 13:00 on 19 May 2016

21
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OPERATIONAL
ARRANGEMENTS
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TRADING ARRANGEMENTS

Maximum
Order Size

Block Trade

Error Trade
Price
Parameters

AHFT Price
Limit

Max order size limit: 1,000 contracts

EPs are required to submit their request to HKEX for setting up their own order
size limits based on their business needs & risk management requirements

Volume Threshold: 50 contracts (c. US$2.5million)

Permissible Price Range : 3% of a reference price, which is obtained through
prevailing market prices, or determined as the theoretical values based on
prevailing underlying values (if necessary)

Error trade parameter is 1% from notation price

AHFT price limit is £3% of the last traded price in the Day session

For newly listed contract months, the reference price of the
preceding contract month will apply

23



CLEARING AND RISK MANAGEMENT ARRANGEMENTS

Clearing

Arrangements

Risk

Management

For EUR/CNH, JPY/CNH and AUD/CNH futures

>

>

CPs need to set up RMB account with Settlement Banks appointed by
HKCC

Maintain relevant mandates as prescribed by HKCC

For CNH/USD futures

>

>

CPs need to set up USD account with Settlement Banks appointed by

HKCC

Maintain relevant mandates as prescribed by HKCC

CPs have to ensure these bank accounts are in active status and ready for cash
settlement

Non-CPs should contact their GCPs to ascertain eligibility of clearing

Update of PC-SPAN Organization Master File announced

Client initial margin around 2-4% of notional

>
>
>
>

EURCNH: RMB13,820
JPYCNH: RMB13,340
AUD/CNH: RMB13,210
CNH/USD: USD1,150

Margin offset between existing USD/CNH and new CNH/USD futures (subject to
regulatory approval)

As of 24 May 2016

24


http://www.hkex.com.hk/eng/market/partcir/hkcc/2016/Documents/Circular_Currency Futures_20160524.pdf

~

INFORMATION VENDOR LIST

AASTOCKS.com / Shanghai DZH

East Money Information
Hexin Flush Financial Information Network
Pobo Financial Information
Shanghai Qianlong Advanced Technology

Shanghai Wind Information

Hong Kong and International Information Vendors

[EEN
a1

Thomson Reuters

6

AAStocs
Activ Financial
AFE Solution
Bloomberg
cqQe
“ DBPower
ETNet
“ Fidessa
“ Infocast
Interactive Data
Market Prizm
QP!

SIX Financial
Telequote
_ Tele-Trend
16
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HEDGING & TRADING
APPLICATIONS
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HOW TO USE ADDITIONAL RMB CURRENCY FUTURES

Hedge for Own Add Value to
Treasury Inventory Multi-Currency
(e.g. EUR, JPY, AUD) Portfolios

Correlation /
Covariance
Play between

Capture Policy RMB Pairs

Changes (ECB/BQOJ) &
Macro News Release

27



SIMPLE AND EFFICIENT RISK MANAGEMENT TOOL

Trade Finance and Cross-border Trade Settlement in e.g. EUR vs. RMB

Companies buy
manufactured goods from
Mainland

Manufacturing goods
exported to Europe

Companies buy
manufactured goods from
Europe

Manufacturing goods
exported to Mainland

RMB Risk Management via HK

x 26




HEDGING AND TRADING APPLICATIONS (1)
Against RMB Depreciation

An European investor investing in Mainland A-shares

CREE Sl Anticipates RMB depreciation against EUR over the next 6 months

6 months later

5% stock price increase and sell stocks to get
RMB 74.6 mil

Now

Scenario 1: Convert EUR 10 mil to
RMB 71 mil @ 7.1000

No Hedging Buy mainland A-shares

RMB depreciates against EUR from @7.1 to @7.2

Convert it back to EUR10.35mil @ 7.2

6 months later
5% stock price increase and sell stocks to get
RMB 74.6 mil

RMB depreciates against EUR from @7.1 to @7.2
Convert it back to EUR 10.35mil @ 7.2

Scenario 2: Convert EUR 10 mil to
RMB 71 mil @ 7.1000
Hedge via Long Buy mainland A-shares
EUR/CNH

Futures

Positions

l Note: The case studies are hypothetical and the calculations exclude the transaction costs involved 29



HEDGING AND TRADING APPLICATIONS (2)
Against RMB Appreciation

A Mainland investor buying an Australian property
Anticipates RMB appreciation against AUD over the next 12 months

Case Study

Now 12 months later

Scenario 1: Convert RMB3.84mil to Sell property at increased value of AUD 1mil
AUD 0.8mil @ 4.8000 RMB appreciates against AUD from @4.8 to @4.7
No Hedging Buy a property of AUD 0.8mil Convert it back to RMB4.7mil @ 4.7

12 months later

Scenario 2; Convert RMB3.84mil to Sell property with increased value of AUD 1mil
AUDO.8mil @ 4.8000 RMB appreciates against AUD from @4.8 to @4.7

Hedge via Short Buy a property of AUD 0.8mil Convert it back to RMB4.7mil @ 4.7
AUD/CNH Futures
Positions




DISCLAIMER

TMA’s Spot USD/CNY(HK) Fixing

https://www.tma.org.hk/en_market_info.aspx

The Fixing which serves as the benchmark for market exchange rate of USD against CNY(HK) at 11:00 a.m. Hong Kong time is determined by averaging the middle quotes after excluding the
highest two quotes and lowest two quotes from the 18 Contributing Banks. The Spot USD/CNY(HK) Fixing is published at around 11:15 a.m. Hong Kong time each business day (excluding
Saturdays). Thomson Reuters is the calculating agent for the fixing. Thomson Reuters RICs <CNHFIX=>; Thomson Reuters pages <CNHFIX>.

The following disclaimers and copyright notice regarding information provided on the Treasury Markets Association's website:

a. The price fixings and reference rates in this website are provided with delays for general information purposes. While the Treasury Markets Association (TMA) will make all reasonable efforts
to ensure a continuous, accurate and timely service, the TMA and other data providers make no warranties, representations or undertakings, expressed or implied by law or otherwise, in relation
to the price fixings and reference rates and are not responsible for any errors or omissions, or losses caused by disruptions in the service or late publication of the daily rates or inaccuracy of the
daily rates or otherwise arising from the use of or reliance on the price fixings and reference rates. By viewing or downloading these rates, you implicitly accept this disclaimer and agree to its
terms.

b. TMA shall not be liable for any loss or damage suffered as a result of any use or reliance on any of the information provided on its website.

c. The content available on this website, including but not limited to all text, graphics, drawings, diagrams, photographs and compilation of data or other materials, are protected by copyright.
TMA is the owner of all copyright works contained in this website. The information or part of it may be re-disseminated or reproduced provided the source of the information is acknowledged.

WM/Reuters Intraday Spot Rates
The WM/Reuters Intraday Spot Rates are provided by The World Markets Company plc (“WM”) in conjunction with Reuters. WM shall not be liable for any errors in or delays in providing or
making available the data contained within this service or for any actions taken in reliance on the same, except to the extent that the same is directly caused by its or its employees’ negligence

Risks of Trading Futures

Futures involve a high degree of risk. Losses from futures trading can exceed your initial margin funds and you may be required to pay additional margin funds on short notice. Failure to do so
may result in your position being liquidated and you being liable for any resulting deficit. You must therefore understand the risks of trading in futures and should assess whether they are right for
you. You are encouraged to consult a broker or financial advisers on your suitability for futures trading in light of your financial positions and investment objectives before trading.

The information contained in this document is for general informational purposes only and does not constitute an offer, solicitation, invitation or recommendation to buy or sell any futures
contracts or other products or to provide any investment advice or service of any kind. This document is not intended for distribution to or use by individual investors. This document is not directed
at, and is not intended for distribution to or use by, any person or entity in any jurisdiction or country where such distribution or use would be contrary to law or regulation or which would subject
Hong Kong Exchanges and Clearing Limited (“‘HKEX”), Hong Kong Futures Exchange Limited (“HKFE”) (together, the “Entities”, each an “Entity”), or any of their affiliates, or any of the
companies that they operate, to any registration requirement within such jurisdiction or country.

No section or clause in this document may be regarded as creating any obligation on the part of any of the Entities. Rights and obligations with regard to the trading, clearing and settlement of
any futures contracts effected on HKFE shall depend solely on the applicable rules of HKFE and the relevant clearing house, as well as the applicable laws, rules and regulations of Hong Kong.

Although the information contained in this document is obtained or compiled from sources believed to be reliable, neither of the Entities guarantees the accuracy, validity, timeliness or
completeness of the information or data for any particular purpose, and the Entities and the companies that they operate shall not accept any responsibility for, or be liable for, errors, omissions
or other inaccuracies in the information or for the consequences thereof. The information set out in this document is provided on an “as is” and “as available” basis and may be amended or
changed. It is not a substitute for professional advice which takes account of your specific circumstances and nothing in this document constitutes legal advice. Neither of the Entities shall be
responsible or liable for any loss or damage, directly or indirectly, arising from the use of or reliance upon any information provided in this document.
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